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: Forthe thm! quarterof 2002 cash ﬂowfromoperatrons was $1 626 813 compared to msh flowtrom operauons of$491 521 for the same quarterin 2001. For the niine

REPORT TO SHAREHOLDERS

e T

Armstrong Corporation (“Armstrong” or the “Company”) is pleased to report its interim consoltdated financial resulls and financial position forthe three and nine
month periods ended Sepiember 30, 2002.

MANAGEMENT’S.DISCUSSION AND ANALYS)S

This interim Management DISGJSStOﬂ and Analysrs (MD&A) should be read in conjunction with the Company's 2001 Annua! MD&A which fonns part of the
Company's 2001 Annual Report.

FINANCIALRESULTS = - .0 B v B

Forthe mree month period ended Seplember 30, 2002, sajes revenue decreased by $1,210, 674, 0r 18%, to $5 706, 657 compared to sales of $6,917 331 for the

same period in 2001, The decrease in sales revenues is attributable to a combination of continued productand wstomerrahonahzatron For the ninemonths ended
September 30, 2002, sales decreased by$3 970,575 or 17%, lo $18,883,088 compared to $22,853 663 for the same period in 2001. As described in the previous ;
quarters of 2002, this decrease in sales-attributable to both the prior year's decision (0 eliminate the automotive fuid fine of products, for which sales were.< ' ¢’
traditionally the highest in the first quartef, and the aggressive product rationalization that has continued since the. last quarter of 2001. If the automotive ﬂurd N
revenues areexcluded frornthecomparatwe penod sales ﬁgures approxrmatery $1,470,000, the decreasein sales for nine months was12%. .

The Company’s gross margin. forthe three monthsended September30 2002, decreased o 7% compared to 16% forthe same penod in 2001 Adecrease of 4. 5% » )
is afesult of additional one time recognition ¢f inventory obsolescence and production yield variances. - Forthe nine month period ended September 30, 2002; the s
gross margm was 11% compared lo 14% for the same penod in 2001 asaresultof the onetime inventory reserves and reduchons inrevenues.

ZHLE
Selling and admlmstrahve expenses for the three month penod ended September 30 2002 remaned relahvely constant at 5879 598 comparedto $873,154, for lhe -,
same periodin 2001, For the nine months ended September 30, 2002, these same cosls decreased by $82,931, .0r 3%, to.$2,503,641 compared to $2,586,572 2for: ., .4
the same period in 2001. As a result of the reduction in sales, sefiing and administrative expenses increased as a percentage of sales to 15% and 13% forthe three .. !
and nine month periods ended September 30, 2002 respectively, compared to 13% and 1% for the same penods in 2001. The Company continues to review and
control géneral overhead costs with a view of streamrmng processcc andi mu'easmg efﬁc»encm while 8t the $ame time ensuring lhe markellng and pmmobon o 1t
newmnovahve producumw : o . s

Interest costs decreased by$36 361 or 32%, and $100,554, or 30%, for the three and mne menth penodsended September30 2002 respecuvely compared tothe. -
same periods in 2001. The decrease in interest costs is primarily a result of reductions i in the pnme lendi ng rate compared to.the prior year and the reduction in
current and long term bankdebt .

Eamings, before m!erest, tax, depreaahon and amortizalion (EBIT DA) decreased by$714 328 to (5369 118) for the three month penod ended Sep!ember 30, 2002
compared 10 $345,210in 2001. Forthe nine month period ended September 30; 2602, EBITDA decreased by 5961 71710 ($52,280). compared to $909,437 for the
same periodin 2001. The Company has reported losses before income taxes of ($550,515) fof the quarter, compared toi mcome of $121,087 for the same period in
2001, For the nine month period ended September 30, 2002, loss before taxes was ($569,229) compared toincome of $241:639n 2001:Netlossforthe quanerwas
($336,652) or ($0.02) per share, compared fo a loss of ($397,353), or ($0.02) per share in 2001, Nel lossfor the nme month penod was ($565,840),0r ($0. 03) per
share comparedtoanet foss of ($416,801), or($002)pershare in 2001. ) )

UQUIDITY AND CASH RESOURCES

o~

month period ended September 30, 2002; cash flow from operations increased by $825,118 10 $1 069,712, compared with $244,594 forthe same period in 2001 )
Theincreasein cash flow used in operations is a function of the significant decreasem inventory and the stretchmg of, payables ] "

During the third quarter of 2002, the Company invested $21,7611 in capital assets and pard $21,9510n behalf ofan affiliated company. The Company also pam down
term debt of $106,485 and $11,133 in capital lease obligations. The Company’s bank operating line was significantly reduced during the quarter as a resultof the -
reduction in sales and accounts receivable and certain write-downs of inventory, both of which represent reductions in the borrowing base the Company can draw’
against. The. maximum draw available under the operating line is $6.0 million subjéct to an available borrowing base of accounts receivable and inventory. The
Company continues fo utilize the maximum availability for its needs. The Company continues to be in'default of its banking covenants. The Companyis. currenﬂy in
negotiation with ns lender and expects to be in compliance with revised covenanits subsequent to the proposed rarsmg cf additional financing monies as describéd
below. - :

The Company is negotiating with pnvate mvesrors in securing addmonal debt and or equny financing with anticipated gross proceeds of up to $1. 75 mxlrxon Ii rs'.
proposed thatthe prooeeds of the privale placementwm be used for both working caprlal andgeneral corporate purposes s :

RISKS AND UNCERTAINTIES

There have not been any srgnrﬁcanl changes during the ﬁrsl quarter of 2002 in the risks and uncertainties to the busmess from those drsclosed m me 2001 |
Management's Discussion andAnalysrs document. -

OUTLOOK

The Company will continue to face challenges in the next six months as we negotiate the necessary financing with private investors. Management will continue to*
focus its efforts towards cost reductions and reorganization of operations to retum to profitability as it continues to anticipate sales revenues to be fiat for the balance . .
offiscal2002. . ) . .

As the Company continues to evolve, both externally and internally, with the continued support of our employees, customers, vendors and shareholders, *
management continues 0 be confident that the refocused sltrategy and the changes that are taking place will lead to corrtmued progress, profilability and’. : .
shareholdervalue .

W. David Armstrong
President and Chief Executive Officer
November 15, 2002 f




ARMSTRONG CORPORATION
Consolidated Statements of Loss and Retained Earnings (Deficit)
(Unaudited) Three months ended September 30 Nine months ended September_30
8 2002 2001 2002 2001
1
! Sales ‘ $5,706,657 $ 6,917,331 $18,883,088 - $22,853663
Cost of sales ‘ 5,298,823 5,807,978 16,728.465 19,684,687
’ 407,834 1,109,353 2,154,623 3,168,976
.. Expenses: ' C . o
Administrative and se“mg T : o 879,598 873,154 . . 2503641 . . 2588572
interest = SRR ST . 18,751 15,112 . ..~ 240211, - 340,765 .
1 ' ‘ e -~ 958,349 988,266 © .- -~ ‘2,743,852 - 2927337
1 Eamings (loss) beforeincome taxes ... .. . (550,515) | 121087 T (588,229) | 241,63
Futire income taxes O (@13863) 518.440  (23389) 658440
Nellossforthepenod T peesy) (397.353) - (565:840) (416801)}.-'_
Refained eamings. beginning of period____ - 161898 .. 1246088 . __ 391088 - _ 1265536 .
- Retained eamings (deficit), end of period $ (174,754) $ 848,735 $ (174,754 $ 848735
[ - Loss pershare: ! ' U
;. Basic - 4 $ (002 $  (0.02) $  (0.03) $ (0.02)
'Fully dilted” S e mii % (002) o 8 (002) - 8 (003 -0 8 (0.02) T
i Seeawompanylng notes to oonsolldated ﬁnanual statements. ; PR S -
',' v ARMSTRONG CORPORATION
+ Consolidated Statements of Cash Flows s
< (Unaudited) Three months ended September 30  Ni
{ 2002 2001 ‘ 2002 . 2001..
Casﬁ'ﬂowfrom (used in)': -
o Operaung actlvmes S . . : L L N
“ Netloss for the period -~ + - =+ - T $(336,652) $ (397,353) - . § (565840) - .$ - (416,801)
Items not involving cash: _Q e ' o T
: Amortization o ' 102,646 109,011 ©T296,738 T 327,033
g Future income taxes {213,863) 518,440 (23,389) 658,440
Net change in non-cash operating-working capital - ) 2,074,682 261,423 : 1,362,203 ~¢ - - - (324,078)
1,626,813 491,521 © 1,089,712 7 244,594
Investing activities: . - - R
Purchase of capital assets . ... , (21,761) (104216) . (196628) . .. (377.827)
(Increase) decrease in due from affiliate (21,951) - (48,193) .. 442,256 . .-
{43,712) (104,216) {244,822) 64,429
Financing activities: ‘ . . : . . PR
Bank indebtedness-net o (1,465,483) - (381,636) - (499,139) (303,787)
Repayment of capital fease obligations (11,133) (6,669) (33,643) (16,236)
Increase in fong term debt - 61,000 . - 171,000
Payments of long term debt {106,485) - (60,000) (292,108) (160,000)
{1,583,101) (387,305) (824,890) (309,023)
Cash, end of period $ - $ - $ - $ -
Cash used to pay interest $ 78,751 $ 115112 $ 240,211 $ 340,765

See accompanying notes to consolidated financial statements.
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ARMSTRONG CORPORATION

Consolidated Balance Sheets

Assets.

Current assets ] -
© Accounts recelvable

.- $ 2,933,879

$ 2,472,772

A,

Inventoriés "~ % : EA N . 2,462,267 3,597,148
Future income tax benefits " 448,832 658,160
Prepaids and deposits e 336,730 294,208
R T O - 6, 181,708 . 7,022,288

Due from affiliate L. 82,839 34,646
Future income tax benef"ir, 1,274,163 . 1,041,465
Capital assets 3,002,361 - -~ -3,102,470

$ 10,541,071

$ 11,200,869

Eoeeililn

Llabhiltles and Sharehoiders Equlty

'Current liabilities: .~

$ 3191 146‘

‘Bankmdebtedness T 3,690,285
= rAccounts payable and-

accrued liabilities "~ . : 4,418,908 3,687,976 ]
Current portion of long term debt . .9388,580 1,280,658 ]
Current portion of capital leases . 40,000 44 190 '

R E 8,638,604 8,703,109
Diie to officers - S 313,885 313,885 l
Capital lease obligations .| . 100,676 130,129 3

414,561 444 014 ?

Shareholders” equity: xi
Capntal stock 1,662,660 1,662,660 4
Retamed earnmgs (def‘c.t) 1 74,754) 391,086 ﬁ
1,487,906 2,053,746 i
_ $ 10,541,071  $11.200.869 |
- - A e
Supplementary f‘nanclal lnformatlon- H
. Issued and outstandlng ) ’

common.shares] 17,780,683 17,780,683
Total vested and exercisable C ’ ' ,‘
stock options 923,000 939,000 N

See accompanying notes to consolidated financial statements.




ARMSTRONG CORPORATION )
Notes to Consolidated Financial Statements
- For the nine months ended September 30, 2002 (unaudited)

1. Basis of presentation:

These interim consolidated financial statements have been
prepared in accordance with Canadian generally accepted
accounting principles and include the Company's wholly ’
owned inactive subsidiary. These interim consolidated -
financial statements should be read in conjunction with the
Consolidated Financial Statements for the year ended .

_ December 31, 2001. L _ e e e

These financial statements have been prepared on a going -
concem basis in accordance with Canadian generally

accepted accounting practices. The going concermn basis of
presentation assumes that the Company will continue |n
operation for the foreseeable future and will be able to P
realize its assets and discharge its liabilities and. ' .-
commitments in the normal course of busnness - B

The Company contmues to be in violation of certain of4ts ——
debt covenants. Accordingly, the entire amount of the loans
is classified as a current liability as at September 30,-2002"
due to the bank's ability to accelermate payment. The ab|l|ty of
the Company to continue as a going concern and to realize
the carrylng value of its assets and discharge its liabilities
when due is dependent on its ability to obtain financing from
shareholders, inrvestors and lenders and to a achieve,
profitable operating results and positive cash flows.

The Company continues to move forwizbrd on raising a
private placement financing for proceeds of $1.75 million
and expécts to close the transaction before December 31,
2002. Management believes that the banking facility will be
successfully renegotiated and the Company wnll be in fuu )
compllance w1th its debt. covenants T~ - cee T

2. Significant accounting policies: _
The Company's accounting principles remain unchanged

from the most recent fiscal year ended December 31, 2001,
except as noted below. For details please refer to Note 2 of
the Company s 2001 Annual Report. . . . .

Effective January 1, 2002, the Company has adopted the
new Canadian Instltute of Chartered Accountants Handbook
Section 3870, “Stock-based oompensabon and other stock-
based payments”. During the second quarter of 2602 there
was no stock-based compensation issued by the Company.




